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QUESTIONS

1. Production Gee passes through three processes to completion. In period 3, the 
costs of production were as follows:

Element of Cost Total Process
N 1 2

3
Direct Material 8482 2000 3020
3462
Direct Labour 12000 3000 4000

5000
Direct Expenses 726 500 226

Production Overhead 6000

1000 units at N5 each were issued to process 1.
Output of each process was:

Process 1 920 units
Process 2 870 units
Process 3 800 units

Normal loss per process was estimated as:
Process 1 10%
Process 2 5%
Process 3 10

The loss in each process represented scrap which could be sold to a merchant at 
a

value as follows:
Process 1 N 3 per unit
Process 2 N5 per unit
Process 3 N6 per unit

There was no stock of materials or work in progress in any department at the 
beginning or end of the period. The output of each process passes direct to the 

next
process and finally to finished goods. Production overhead is absorbed by each 
process on a basis of 50% of the cost of direct labour.

2. A company budgets to produce 1,000 units of product Dee. The Standard hour 
of

a unit production is 5 hours at N4.00 per hour and budgeted fixed production 
overhead is N20,450. Units produced were 1,100 in 5,400 work hours.

You are required to calculate:
(i) Total fixed production overhead cost variance
(ii) Fixed production overhead expenditure variance
(iii) Fixed production overhead volume variance
(iv) Fixed production overhead efficiency variance
(v) Fixed production overhead capacity variance

3. Govylekan Limited Manufactures a single product and has the following 
flexible budget for year 2001.

Level of Activity
70% 80% 90%
N N N

Direct materials 17,78020,32022,860
Direct labour 44,80051,20057,600
Production overhead 30,50032,00033,500
Administrative overhead 17,00017,00017,000
Total costs 110,080 120,520 130,960

You are required to prepare a flexible budget at 50% level of activity.

4. For a product, the following data are given standard cost per unit of 
product.

Direct material: 4kgs at No. 78 per kg
Direct labour: 2hours at N1.600 per hour.

Actual details for the given financial period:
Out put produced in units = 38,000

Direct materials:
Purchase: 180,000 kgs for N126,000
Issued to production:  154,00 kgs

Direct labour: 78.000 hours worked for N136,500
There was no work in progress at the beginning or end of the period.
You are required to calculate the following variances.
(i) Direct material cost variance
(ii) Direct material price variance based on issued to production
(iii) Direct material usage variance
(iv) Direct labour cost  variance
(v) Direct labour rate variance
(vi) Direct labout efficiency variance

5. From the information given below you are required to prepare profit statements 
for the year based on:

(i) Marginal costing
(ii) Absorption costing
(iii) To comment on the different in the profit figures you report in   

(i) and  (ii)  above
Yemi Limited produces a single product which is bottled and sold in 

eases. 
The normal annual level of operations, on which the production fixed 

overhead
absorption is based is 36,000 cases. Data for the last financial year were 

as
follows.
Production 40.000 cases
Sales 32,000 cases
Per case
Selling price cost 60
Direct labour 12
Direct overhead 8
Fixed overhead (budgeted and  incurred) 216,000
Selling and administration costs; fixed   50,000
Variable 15% of the sales revenue
There was no opening stock of finished goods and W/P stock may be 

assumed
to the same at the end of the year as it was at the beginning of the year.

6. (a) Differentiate between Absorption costing technique and marginal costing 

technique
(b) In a period 40,000 units of X were produced, cost  and revenue was:

Sales N5 per units)
Variable (1.75 per unit) N70,000
Fixed N30,000
Administrative and selling overheads (fixed) N50,000
Only 36,000 units of the 40,000 units produced were sold, 4000 units 

being carried forward as stock to the next period.
Required to prepare
Operating statement based on both absorption and marginal techniques 

and 
reconciles the two operating statement.
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